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In early May, Grupo Financiero Banamex-Accival (Banacci) submitted a bid to acquire a 65% share
of rival Grupo Financiero Bancomer (GFB) for US$2.4 billion. The proposed merger would create
the largest financial institution in Latin America and the 18th-largest in North America. Rumors of
a Banamex-Banacci merger had circulated since late 1998 when the two private banks announced
plans to combine certain operations such as processing checks and managing automatic-teller
machines. But in subsequent months, officials for the institutions downplayed the possibility of a
merger (see SourceMex, April 7, 1999, October 6, 1999).

Offer complicates BBVA-Bancomer merger agreement
The Banacci proposal has thrown a monkey wrench into a March merger agreement between
Bancomer and Spain's Banco Bilbao Vizcaya Argentaria (BBVA). Under the agreement, Bancomer
would sell a 40% share in the company to BBVA and its Mexican subsidiary BBV-Probursa for US
$1.2 billion, half the amount offered by Banacci (see SourceMex, March 15, 2000). Some bankingindustry analysts expect BBVA to increase its offer for Bancomer, which could send the Spanish
bank into a bidding war with Banacci. "There is likely to be a counteroffer," said Robert Lacoursihre,
an analyst of Latin American banks at Bear Stearns & Co. in New York. BBVA officials declined
to comment on a possible counteroffer, but BBVA president Emilio Ybarra said the BanacciBancomer deal cannot go forward because the Spanish bank already signed a binding contract with
Bancomer. The BBVA-Bancomer agreement was still awaiting approval from Bancomer's board of
directors when Banacci submitted its proposal. Speaking to reporters in Madrid, Ybarra also said
his company's offer, though smaller, is more financially sound than the one presented by Banacci.
He said Banacci will have to engage in some risky market transactions to raise the US$2.4 billion to
acquire a 35% share in Banacci. "They are not using fresh money," said Ybarra. Banacci has raised
a portion of the funds for the merger by selling some assets, such as its pension fund, to Dutch
insurance company Aegon. Other payments would depend on the sale of other assets. For example,
Banacci and Banamex each own shares in Mexican long-distance providers, and a merged company
would probably only retain a stake in one provider.
Banacci owns a 51% stake in Alestra, with the remaining 49% owned by US-based MCI WorldCom.
Bancomer holds a 26% share in Avantel, along with partners Grupo Alfa and US-based AT&T.
BBVA has already taken some steps to make its initial offer more attractive, such as proposing an
increase in Bank of Montreal's share in a merged BBVA-Bancomer. The Canadian bank currently
owns a 20% stake in Bancomer, but that would have dropped to 11% once the sale to BBVA was
completed. The increased participation of Bank of Montreal would make the merged bank a more
viable participant in the North American market, BBVA officials said. Bancomer officials remained
noncommittal, only saying the Banacci and BBVA offers will be studied carefully. The bank has
hired one financial advisor and two legal advisors to make recommendations. "Our obligation is to
carry out an objective and transparent analysis of the alternatives to determine the proposal that
maximizes the value of Bancomer in the long term, weighing the interests of clients, employees,
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and shareholders," said Ricardo Guajardo Touche, president of Bancomer's board, in a prepared
statement.

Analysts see mixed impact from Banamex-Bancomer merger
If Bancomer selects the Banacci offer, the merger could have a mixed impact on the Mexican
banking industry and the economy. Some business leaders said the union would halt the increasing
incursion of foreign institutions into the Mexican banking sector. A BBVA-Bancomer merger, along
with the recently approved sale of Grupo Financiero Serfin to Spain's Banco Santander Central
Hispano (BSCH), would leave more than half the banking sector in foreign hands. "All Mexicans
should be pleased to have a Mexican bank, a strong, national bank at an international level, that
can be one of the 30 most important groups in the world," said Alejandro Martinez, president
of the Confederacion de Camaras Industriales (CONCAMIN). Furthermore, New York-based
Thompson Financial Bankwatch, a prominent private bank-rating agency, said a Banacci- Bancomer
merger would have "positive implications" in their credit rating. The merged institution would
have a higher rating and be better able to compete in international banking markets. But a BanacciBancomer merger would also create potential problems for Mexican regulators if the industry
ever faced another crisis similar to the one that followed the 1994 peso devaluation. Paul Warme, a
specialist on Latin American banks for ING Barings in New York, said a merged Banacci-Bancomer
institution would be too important to the Mexican economy and would not be allowed to go under.
"That introduces the whole moral-hazard problem," Warme told Reuters. "Will the bank expect to
be bailed out if its [financial] bets turn against it?"
Other analysts said President Ernesto Zedillo's administration may have political motives
for supporting a Banacci takeover of Bancomer, since this would put the governing Partido
Revolucionario Institucional (PRI) in a better light ahead of the July 2 presidential election. The
center-left Partido de la Revolucion Democratica (PRD) and other leftist parties have criticized the
government for turning over the banking sector to foreign interests. "At the end of the day, the
authorities should be neutral, but in reality that's often not the case in Mexico," a New York banking
analyst told Reuters. The merger is also likely to bring a significant loss of jobs as the companies
join operations to increase efficiency. "Even though the Banamex-Bancomer union would benefit
the Mexican financial system, the number of lost jobs will be greater than those foreseen under a
Bancomer-BBVA merger," said Alejandro Rojas, president of Asociacion Mexicana de Ejecutivos en
Relaciones Industriales (Ameri). Some analysts said the merger would face close scrutiny from the
government's anti-monopoly agency Comision Federal de Competencia (CFC). In recent comments
to reporters, CFC president Fernando Sanchez Ugarte said the agency would have trouble with the
merger, since it would give one institution control of 55% of the domestic banking market.

Spain's Santander acquires Grupo Financiero Serfin
Other analysts said the government's approval of the sale of Serfin to Spain's BSCH and its
subsidiary Santander Mexicano in early May could pave the way for the CFC to drop its objections
to the Banacci-Bancomer merger. Serfin, strengthened with capital from Santander, was expected
to be in a better position to compete with the merged Bancomer-Banacci bank, the analysts said.
BSCH and Santander Mexicano acquired 100% ownership of Serfin for 14.65 billion pesos (US
$1.53 billion), beating out Hong Kong Shanghai Bank USA, a unit of British-owned HSBC Holdings
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Plc, the Instituto de Proteccion al Ahorro Bancario (IPAB) announced in early May. "IPAB has
placed Grupo Serfin in the hands of bankers with a business outlook consistent with Mexico's
need for banks to reassume their role as an engine of development," IPAB head Vicente Corta told
reporters. Corta said the proceeds from the sale would help cover the debt IPAB acquired during
its recapitalization operations for Serfin. IPAB was forced to restructure a good portion of the debt
incurred by Serfin to make the bank more attractive to potential buyers (see SourceMex, February
2, 2000). Santander's acquisition of Serfin is expected to result in some job loss, since the company
is expected to merge operations with those of Santander Mexicano. The majority of layoffs should
be in administrative positions, analysts said. Santander's expansion in Mexico greatly extends the
Spanish bank's operations in Latin America. It already owns shares in major banks in Argentina,
Brazil, Venezuela, Chile, and Peru. [Note: Peso-dollar conversions in this article are based on the
Interbank rate in effect on May 10, reported at 9.56 pesos per US$1.00] (Sources: Associated Press,
05/04/00; Proceso, 05/07/00; Associated Press-Dow Jones News Service, 05/07/00, 05/08/00; Spanish
news service EFE, Agence France- Presse, 05/08/00; El Financiero, 05/04/00, 05/05/00, 05/09/00; The
New York Times, La Jornada, 05/04/00, 05/09/00; Novedades, Reforma, Excelsior, 05/04/00, 05/05/00,
05/08/00, 05/09/00; El Universal, 05/04/00, 05/05/00, 05/09/00; The Dallas Morning News, 05/05/00,
05/09/00; Reuters, 05/03/00, 05/04/00, 05/05/00, 05/08-10/00; The News, 05/05/00, 05/09/00, 05/10/00; El
Economista, 05/04/00, 05/05/00, 05/09/00, 05/10/00)
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